536           BRITISH BANKING AND FINANCE,

freely, and at the same time hastened to lay a statement of the
situation before the Government. The immediate response was
a crisis letter, which followed precedent and prescribed a bank
rate of 10 per cent,

The crisis passed quickly, with a limited number of further
failures, and with no actual transgression of the legal fiduciary
limit. But bank rate remained at i o per cent. For three months
London seemed powerless to attract gold, though the discount
rates in Paris and some other continental centres were quite low.

The explanation was partly that the trade activity in England
had outlasted that on the Continent, and the purchasing power
of the country was unduly expanded. Both in 1847 and in 1857
the crisis in England had been preceded by a period of dear
money and credit restriction and was indeed a result of shrink-
ing purchasing power. In 1866 the credit restriction had made
little progress before the crisis and for the most part had to be
effected after it.

If people expected the high bank rate to attract gold at once,
that was because they thought that foreign money would be
temporarily invested in London for the sake of the high yield.
That is an effect of dear money which appears at once, whereas
the deflationary effect works only gradually. But rates in London
had already been higher than those on the Continent for some
time, since depression had prevailed on the Continent and activity
in England, and there was not much room for the attraction
of further foreign money. And the suspension of the fiduciary
limit had caused a shock to confidence abroad, particularly in
France where it was not clearly distinguished from a suspension
of gold payments or was supposed to be a preliminary to suspen-
sion. By August 1866, however, the 10 per cent, bank rate
had done its work, and it was reduced by rapid stages. A
prolonged depression followed of the usual cyclical type.

The crises of 1847, l857? and l866 played an important part
in the adaptation of the financial markets of London to the
international functions that they were destined to perform.
The crisis of 1847 taught the Bank of England that it could not
rely on the automatic mechanism of the Act of 1844, but that